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Ann: Office of the Secretaniat
Ref* Agricultural Trade Options
Dear Sir or Madam:

Allenberg Cotton Company, a division of the Lounis Dreyfus Corporation, is one of the largest
merchandisers of cotton in the world. We would tike to take this opportunity 1o pravide our comments on
the Commission’s proposed rule for 17 CFR Parts 3 and 32, published in the Federal Register on Angust
31, 1999.

As the Commission notes, since the intarim rule on agricultursl trade options went into effect in June
aof 1998, not one single individual has applied to become an Agricultural Trade Option Merchant We
believe the reason for this has nothing to do (as the Commission suggested) with depressed markets for
commoditics,

From our viewpoint as a firm in the business of risk management and commodity merchandising, the
reasan that no onc has applicd to become an Agriculurat Trade Option Merchant is that no ane wants to
submit his business to the onerous rules and requirements that the CFTC adopted in 1998, We said in our
cominent submitted at that time that the proposed ruics “doom the fledgling instruments to failuze™. We
stand by that statement today not only because that is what in fact happened, but because it will probably
happen again if the Commission’s present proposal is adopted.

We realize that the Commission has good intentions with these rules. However, they present a
regulatory environment that is unaccepiably intrusive and burdensome to private business in the United
States. They are also incompatible with standard business management procedures in commodity
merchandising. Tt is equally for this last reason that apparently no one in our industry wants to do
business under those rules, nor (we believe) will want to do business under the proposed rules if adoptod.

The 1998 propased rule is proof that regulators do misunderstand things from time to time. This is
also the case, for example, with the very idea of constructing a hedge exemption fromn the onerous
segregated funds requirement. We are glad to see that the Commission wants to accomodate the hedge in
its proposed rule, but the idea is impractical. 'We want the Commission to understand why it won't work
for the mainstream fisms in the business of commodity merchandising.

Most commodity merchandising firms treat their positions in a pooled manuer, not as a group of
individual trades. Docs the Commission really believe that there is 3 difference between two firms, one

A Division of the Louis Dreyfus Corporation



89/38/1939 12:69 SA1-383-5160 ALL ENBERG RESEARCH PAGE

with a position short 100 puts and long 1 pur, versus one just short 99 puts? If the position is managed as
a pool, how can one go long or short without potentially being foul of the segregated funds requirement
associated with a trade options position? It is incompatible with our book. It would toquire segregation
of the position. We do not wish to operale our books in a manner where we associate “put number XYZ
with trade option cash contract XYZ". Nor do we wish 1o be farced to cacry a hedge to the mamrity of its
associated trade option, constrained in our ability 1o place snd lift the bedge not oaly by the stanis of the
exemption but by a financial requirement cstablished by market conditions of an earlier day.

In our changing market environment yesterday’s best hedge for a position may not be today the best
solution financially to manage that risk,

We do not think anyone will submit to the requirements proposed this year if they are adopted as the
new regulations one must abide by 1o trade these products. We realize that the Commission intends to
protect the public with these rules, but people are best protected if they simply confine their dealings 1o
reputable counter-pastics. That is onc of the first rules of doing business, and perhaps being reputable and
properly capitalized should be the requircments to be an Agriculniral Trade Options Merchant
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